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was that Brockton transferred the property
which his option gave him the privilege of
acquiring. It is somewhat unusual to have
the property taken subject to a mortgage
and then have the directors fix the value of
the property at an amount equal to the
amount of the mortgage, whereas the par
value of the capital stock issued for the
property was considerably in excess of such
amount.
Whether or not the Canfield Company was
ill-advised legally in transacting business
of this importance without duly qualified
directors is aside from the question which
confronts us as accountants. The facts are
as stated, namely, that all the stock was issued for the property, etc. None was, unThe " C a n f i e l d " P r o b l e m
til later, issued to directors to enable them
THERE
appeared in the A p r i l number of to qualify as such.
T H E BULLETIN the following problem:
The Canfield Company parted with in"John Brockton offers to the Canfield
struments the face value of which was
Company in consideration of all the
$400,000. The mortgage of $100,000 was
capital stock of the latter ($300,000)
a distinct liability. The capital stock had a
his option on the physical property and
par value of $300,000. In exchange the
good-will of a going concern, with a
company received property, tangible and infairly well known trade-name. It is
tangible, which must of necessity be equal
further provided that the property
in amount to the mortgage and capital stock.
shall be taken subject to a mortgage of
If the directors fixed the value of the phys$100,000.
ical property at $100,000, the balance of
"The offer is accepted. The stock is is- $300,000 must represent the trade-name and
sued to Brockton. The property is good-will.
taken subject to the mortgage. BrockThe entries covering the transactions as
ton donates the stock to the company
they appear in the problem are as follows:
to be sold for working capital. The
stock is sold at $25 a share. The di- Plant and property. . . $100,000
rectors of the Canfield Company fix the Trade-name and goodwill
300,000
value of the physical property at $100,Mortgage payable
$100,000
000.
Capital stock
300,000
" Y o u are asked to open the books for the
To
record the
Canfield Company."
purchase
of the
physical
property,
The facts as set forth in the problem were
good-will and tradetaken from an actual case. They are in
name
of the Blank
some respects unique. The statement in the
Company acquired
problem relative to the option is true to the
by option through
facts in the case, but what really happened
John Brockton in

Bulletin
exchange for 3,000
shares (par value of
$100 each) of the
capital stock of the
Canfield Company
and the issue of a
mortgage in the
amount of $100,000,
the value of the
physical
property
having been fixed
by the directors at
$100,000.
Treasury Stock
S u r p l u s from
Treasury Stock.. .
For 3,000 shares
(par value $100 each)
of the capital stock of
the Canfield Company donated to the
company, for the
purpose of raising
working capital, by
John Brockton.
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ings. It is sometimes applied to unissued
stock. It generally means stock which has
once been issued for value and subsequently
acquired.
Unlike unissued stock, treasury stock,
using the word in the true sense, may be
sold below par without any liability attaching for the unpaid portion. Referring to ordinary unissued stock, the Stock Corporation Law (Paragraph 54) makes "a holder
of stock * * * personally liable to creditors
of the corporation to an amount equal to
$300,000
the amount unpaid on his stock, for debts
$300,000 of the corporation contracted while such
stock was held by him."
No such liability follows treasury stock.
Hence one frequently hears of the latter being sold at a large discount or even given
away as a bonus to influence the sale of
other stock.
Treasury stock may be set up in the balance sheet at par or at a nominal value.
Cash . . . . . . . . . . . . . . .
$ 75,000
Surplus from TreasMr. Sells recently, in giving an opinion in
ury Stock.
225,000
a case which involved treasury stock, wrote
Treasury Stock...
$300,000 as follows: "I am of the opinion that, all
Proceeds of the sale
things considered, it would be proper to
of 3,000 shares of
show
the treasury stock on the debit side as
Treasury Stock, sold
at $25 a share; disan item, expressing the number of shares
count charged against
with a nominal value of, say, $1.00, which
"Surplus from Treaswould be credited to profit and loss."
ury Stock."
In handling the matter in this way, enThere is apparently very little to be said
tries two and three as above would be reconcerning the first entry. It seems to be
placed by the following:
self-explanatory.
The interest attaching to the second entry Treasury Stock
$
1.00
takes the form of a question as to what that
Profit and Loss
$
1.00
account shall be called, which is credited For 3,000 shares donated, etc.
when treasury stock is charged. It is known
$75,000.00
by a number of names such as "Working Cash
Surplus from TreasCapital," "Stock Donation Account" and
ury Stock
$75,000.00
"Capital Surplus." Perhaps the most pre- Proceeds of sale of
cise name which may be found for it is "Sur3,000 shares, etc.
$
1.00
plus from Treasury Stock." This title seems Profit and Loss
Treasury Stock
$ 1.00
properly to describe the account from its inTo close out nominal
ception to its close.
accounts for treasThe term "treasury stock" has two meanury stock.
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The balance sheet would not differ in either case and would appear as below:
T H E CANFIELD COMPANY
Balance Sheet—April 30, 1918.
Assets
Plant and property..
Trade-name and good-will
Cash
Total Assets

$100,000.00
300,000.00
75,000.00

Liabilities and Capital
Mortgage payable
$100,000.00
Capital stock outstanding....... 300,000.00
Surplus from treasury stock.... 75,000.00

..$475,000.00

Total Liabilities and Capital. .$475,000.00

